Conclusions regarding the effects of FoFs on the German labour market can be drawn from the answers to these questions. 
HYPOTHESES
Starting point for the development of our hypotheses are established theories of FDI. 2 Although the various theoretical approaches differ in terms of naming and weighting the explanatory variables, they generally consider the exploitation or development of company-specific competitiveness, or advantage as a core determinant for FDI. The FDI comes about if this advantage can be more fully utilised, or developed, by expansion 2 Dunning (1980) often considered to have developed the basic explanation of FDI, refers to the interplay of ownership specific factors (O-factors), internalisation factors (I-factors) and location specific factors (L-factors) as a condition for FDI to come about. Later, other authors further differentiated this supposition and partly integrated the OLI factors into general equilibrium models. Examples are Helpman/Krugman (1990) , Ethier (1986) , and Markusen (1998) .
abroad compared with domestic production and exports only. "OwnershipAdvantage" in Dunning's terminology is equivalent to Markusen's (1998) "Knowledge Capital".
Competitive strength can result from technological or organisational advantages or from realisation of scale economies in intra-company services such as research & development. FDI can, therefore, not only be interpreted as a transfer of financial capital from a parent company to the foreign subsidiary (not even being a necessary component of FDI). It is rather a transfer of those factors that make up the competitive strength of the investing company. 3 Since these factors are of a public goods character in a multinational firm (Caves 1996) , their use in foreign subsidiaries does not impair the domestic use. On the contrary, the additional use in foreign countries broadens the basis for development and strengthening of such advantages.
Taking existence and transfer of O-factors as a constitutive element of FDI, companies investing abroad are among the most competitive and productive ones. Furthermore, it can be assumed that also their foreign subsidiaries show a productivity advantage over "purely" national firms of the host country since they can profit from the competitive strength transferred by the investing firm. 4 This can be named "foreign ownership factor" (Davies/Lyons 1991) . Otherwise it could not be understood, why, for example, German firms had not taken the investment opportunities now realised by foreign investors. (Barrell/Pain 1999, p. 35).
Our general assumption that FoFs achieve a productivity advantage over national firms needs some qualification. If FoFs achieve a high productivity level as a consequence of transfers from the parent company or from other companies of the investor´s group, or from the mutual exchange of proprietary knowledge, it cannot be assumed that the subsidiaries are more productive than the parent company. It should rather be the other way round. This means that the superiority of foreign-owned firms can only be assumed over indigenous firms that are not part of a multinational network (Doms/Jensen 1998).
Why should, for example, Ford and Opel in Germany be more productive than Daimler, BMW and Volkswagen? The more internationalized the host country firms and 3 "It took little staring at available statistics to realize that viewing direct investment as a capital flow was largely a mistake" (Markusen 2001, p. 5) . 4 This interrelation even holds generally. Empirical investigations have found that the productivity of a plant is positively related to the productivity of the parent company (Bartelsman/Doms 2000) . Highly competitive firms will be best in a position to impart their knowledge to the various plants (Baily et al. 1993). economy are, the smaller would be the productivity advantage of FoFs. Doms and (1998, pp. 245) show that domestic multinationals in the USA even are in the lead compared to FoFs which, in their turn, operate with clearly higher productivity than domestic firms with no foreign assets. The first thesis of our paper therefore reads
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H1
FOFs in Germany enjoy a productivity advantage over firms operating only nationally, but not -or less so -over multinationals headquartered in Germany.
Two arguments may be put forward against our hypothesis:
Ø It may be doubted that "high productivity" operations means the same in the context of the investing firm and compared to standards of the host country (Doms/Jensen 1998b), in our case Germany. Intra-firm division of labour could leave highproductivity activities in the home country while low-value added activities are relocated abroad (Dunning 1993) . Although it seems implausible that foreign investors operate at low productivity in high-income Germany, the relative position of FoFs ultimately remains an empirical question.
Ø Much of FDI is realised by way of mergers and acquisitions (M&A). True, this cannot simply be regarded as a change of ownership with no influence on the performance of the firm acquired. Contrary to that, the foreign investor should aim at improving the performance in order to pay a premium to the former owner.
However, experience shows that a large share of M&A turns out to be a failure (Dickerson et al. 1997 , Kleinert/Klodt 2002 . This would hold in particular if the aim was "empire building" (Bartelsman/Doms 2000, p. 587) rather than efficiency gains. There are studies even showing that foreign affiliates can be a burden to the investing company. 5 Therefore, it is not self-evident that FoFs in Germany achieve superior productivity.
While these points cannot generally be rejected, they do not seem to be fundamental arguments against H1. They rather show that relative productivity of FoFs is largely an empirical question. However, the dominance of M&A leads to another question which is important for the interpretation of the results: Can a productivity advantage on the part of FoFs, in fact, be traced back to the change of ownership to a foreign investor? If the investors follow "picking-the-winner" strategies, the causality may as well be the other way round: FoFs in Germany are highly productive not because of foreign ownership, they rather get into foreign ownership because of their high productivity from which the investor aims to profit at other locations. Such interpretation problems could be aggravated by a change of internationalization strategies from traditional market strategies towards asset seeking (Dunning 1998 .
Best conditions for the development of firm-specific competitive advantages and for their border-crossing intra-firm spread are in knowledge-intensive industries that have a high share of qualified employees. Even if FoFs had no higher productivity compared to German firms of the same sector, they could, therefore, be supposed to have an advantage over the average of German firms because of their above-average weight in high-productivity sectors. Also, the absorption of the parent company's know how often depends on the use of highly qualified specialists. This leads to our second hypothesis
H2 The demand for qualified labour is higher in FoFs compared to German firms
Also, labour market strategies of FoFs can differ from the strategies of German firms.
The concept of "labour market strategies" is conceived here in a rather broad sense. It comprises the stability of employment as well as industrial relations (IR) and human resources management (HRM) strategies. With regard to IR and HRM a number of theoretical and empirical studies discuss the conditions relevant for the development of respective strategies of multinationals. 6 Both cultural, institutional and firm-specific factors are to be taken into account. These factors can have differing implications on firm strategies which will finally be shaped according to costs and returns of the various options (Schmitt/Sadowski 2001) . In the following, we assume a labour market conduct along the following hypothesis:
H3
FoFs show a more flexible conduct on the labour market than German-owned firms; they are less integrated in the traditional national labour market system. This hypothesis can be based on several arguments:
-Multinationals are strongly influenced by labour market regulation and conduct in their home country (Ruigrok/v.Tulder 1995) . They tend, therefore, to transfer the routines from home to foreign affiliates.
-Company-wide targets regarding productivity and profitability can lead to behaviour differing from the one prevailing in Germany.
-Further strategic pressure can result from the policy to lower costs of intra-firm border-crossing division of labour. In particular, the pan-European integration of production can demand standardised IR strategies of affiliates in the various countries. FoFs located in Germany would then adopt more flexible employment policies according to firm-specific circumstances.
These factors could, for example, lead to a preference for in-house agreements on tariffs and more flexible arrangements of labour relations as opposed to the rather general agreements common in Germany which do not meet the demands of international competition. For example, one could expect more profit participation at the expense of fixed payment, more labour contracts limited in time, more overtime hours and, generally, higher fluctuation in labour force.
Nevertheless, a number of arguments lead to a certain qualification of the flexibility hypothesis.
-Strict labour market regulations in Germany could leave little room for firm-specific arrangements (Peppard/Fitzgerald 1997) .
-Adjustment to the German regulation and practice may, on the one hand, lead to costs in intra-group border-crossing transactions. On the other hand, it could save costs and be advantageous to transactions with German institutions, employees and business partners (Ackermann/Pohl 1989 ).
-The high share of M&A and the fact that many FoFs have existed in Germany for a long time could facilitate adjustment and lead to labour market conduct not too different from that of German firms. Insofar, participation in the relatively centralised wage negotiations can be expected (OECD 1997, p. 71 ).
-Labour market systems of continental European countries often are not so fundamentally different from the German ones. Investors from these countries (more than half of total FDI) could display a conduct not so different from German firms.
The labour market conduct of FoFs could, therefore, be expected in practice not to differ from German-owned firms in all respects. Eventually, the extent of any differences and hence the validity of our H3 remains an empirical question.
DATABASE AND METHODOLOGY
The empirical testing of our hypotheses is largely based on the establishment panel of the Nuremberg Institute for Employment Research (IAB) 7 . The panel is made up of almost 14,000 establishments. More than 8,000 of them are located in West Germany which our analysis is confined to (Bellmann 2002) . Panel participants are mostly from the services sector and the bulk is small and medium sized. The following analysis is limited in three ways:
-Since the relative position of FoFs can be supposed to depend, among others, on the degree of multinationalization of the host economy, we can assume that differences between FoFs and German-owned firms are bigger in East than in West Germany.
In order not to blur these differences, we confine our analysis to West Germany. 8
-We focus our interest on manufacturing. The reason is that our core variable, productivity, often cannot be calculated and interpreted meaningfully in services given the heterogeneity in this sector.
-We confine our analysis to establishments with more than 50 employees in order to exclude firms that mainly serve as distribution outlets for manufacturing firms.
Following this demarcation, about 1 500 observations enter our calculations for the year 2001. Using this unique and rather broad micro foundation, we can take into account the 7 In the following, the term "firm" is used here interchangeably with the term "establishment" which would, strictly speaking, be correct. 8 An analysis of the productivity of FoFs in East Germany can be found in Bellmann/ Ellguth/Jungnickel (2002) .
heterogeneity of the firms with regard to a number of characteristics not available in the aggregate data of Deutsche Bundesbank.
The test of our hypotheses requires an identification of both FoFs and adequate groups of establishments for comparison. In principle, the identification of FoFs poses no problem since ownership is asked for in the survey. However, this question was only asked in the last two waves so that we could have a panel only on the assumption that ownership in previous years is the same as in the year 2000. One would, however, end up with substantially fewer cases as the survey was significantly smaller in previous years. An annual "panel mortality" of up to 30 % has to be taken into account. We, therefore, largely use cross-sectional data of the last two years covered.
A certain problem arises from the definition of German-owned multinationals since meaningful information on outward FDI is not available. Hence, we use a concept of multinationality based on export business instead. Export data are readily available. We define "Multinationals" as establishments with at least 30 % sales in foreign countries.
Therefore, establishments with less exports or no export at all are called "nationally oriented". This concept seems to be justifiable since export oriented firms should be under pressure of international competition to a similar extent as firms internationalised by way of FDI. These two ways of doing business internationally are often complements. Furthermore, exporting firms can, in principle, realise scale economies in headquarter services and production to a similar extent as "real" multinationals.
Concerning the productivity issue (H1), the special features of FoFs are first analysed in comparison with German-owned nationally and internationally oriented firms. Beyond that, multiple regressions are run in order to assess the role of foreign ownership for productivity when other factors of influence are controlled for. Furthermore, the relationship between the independent variables has to be taken into account. For example, not only can foreign ownership influence productivity directly, but also in an indirect way via structural characteristics (such as sectoral affiliation and size) and via increased input of qualified labour or capital. To the extent that these factors are influenced by foreign ownership, they can no longer be considered as exogenous. We, therefore, also explore the relationship between foreign ownership and further determinants of productivity in order to include these more indirect modes of influence.
Productivity is defined as value added per employee. Additionally, we use turnover per employee. Although the value added based indicator is far better suited for our purpose, the turnover based indicator has its own advantage as more information is available on turnover than on value added. Wage per employee is used as a proxy for human capital intensity while the average of investments per employee in 1999 and 2000 is taken as a proxy for real capital intensity. Capacity utilisation and technological level were assessed by the firms themselves using a scale of one to five.
Our hypotheses concerning the employment of qualified labour (H2) and the supposed flexibility in the labour market conduct of FoFs (H3) are dealt with by multiple regressions and by direct comparison of the various groups of establishments.
EVIDENCE: PRODUCTIVITY ADVANTAGES OF FoFs? 4.1 Overview
A first processing of the survey data largely yields the expected results for our hypothesis H1 (table 2): -FoFs in West Germany achieve a clear productivity advantage over the average German firms. They can, therefore, be considered as especially competitive employers.
-German multinationals rank second in the productivity hierarchy. They achieve a higher productivity than firms operating on a national scale only. This also conforms with our expectation that the FoFs' advantages over indigenous multinationals (parent companies) is lower.
On the other hand, the data displayed in table 2 show that much of the results depend on the methods applied. When the value added and the employment figures are extrapolated on the basis of factors given by the surveying institution (Infratest Burke), the FoFs' advantage over German-owned multinationals is much smaller than if non-extrapolated means are used. 9 Then, the productivity difference between FoFs and German multinationals is surprisingly small. 
Foreign ownership versus other influencing factors
If foreign owned firms enjoy higher productivity, this will not necessarily mean that there is a causal relation of foreign ownership on productivity. There are further determinants of productivity as well as interactions between these independent variables which have to be taken into account. If indirect influences of foreign ownership on productivity were neglected, the role of foreign ownership would be underestimated.
In order to estimate the influence of foreign ownership, we first compute multiple regressions on productivity. We control for size of establishments (number of employees), sector, input of production factors (human and real capital), capacity utilisation and technology level as well as the share of part time employees, secondary employment and unskilled labour. We expect positive regression coefficients for all these independent variables except the share of part-time employees, secondary employment and unskilled labour. In addition, we include the export quota (exports in per cent of sales). This variable can, according to our definition, be considered an indicator of multinationality of German firms. Thereby, we expect to receive evidence concerning our hypothesis H1 that foreign-owned firms' productivity advantage is smaller or non-existent versus German multinationals. Table 3 , we can therefore conclude that FoFs achieve a productivity advantage even over German multinationals, although it is smaller. table 4 show that FoFs achieve a significantly higher total factor productivity than German-controlled firms. On the other hand, the foreign ownership dummy is no longer significant when the German comparison group is restricted to the multinationals (model II).
We can, therefore, conclude that foreign ownership does not only influence productivity in a direct way, but also indirectly via hiring of qualified labour. This indirect influence cannot only be traced back to foreign ownership, but in general to the integration into an international business network. 
FLEXIBLE CONDUCT ON THE LABOUR MARKET?
In the following, we examine our hypothesis H3 stating that FoFs practice more flexible labour market conduct than national firms. This thesis was founded on two arguments:
The first argument was the pressure on multinationals to adjust flexibly to changing conditions in international competition. The second argument was that multinationals, in order to avoid internal transaction costs, tend to prefer patterns of conduct they are accustomed to from their home country.
The labour market conduct of FoFs has two aspects:
-First, one could ask whether the need for flexibility on the side of the firms is reconcilable with the legal and administrative framework and with business practice in Germany. If both does not coincide, the firms could refrain from investing in
Germany from the outset and invest in other European locations instead. The "gap" in inward-FDI could insofar be the result of labour market regulations in Germany.
-Second, one can analyse the labour market conduct of those firms that have invested in Germany (despite of, because of or independent from the regulations prevailing).
In the following, we deal with the second aspect only. 10
Investors from Anglo-Saxon countries
Special features of the employment strategies of FoFs can be analysed best on the basis of firm-specific information since aggregate statistical data cover firm-specific heterogeneity. In a recent study, Schmidt/Sadowski ( The three first-mentioned aspects of employment policy relate to Industrial Relations (IR) policy while the others are elements of Human Resources Management (HRM).
The existence of works councils is considered an indicator of the implementation of codetermination rules. The authors develop and test the hypothesis that FoFs do not differ substantially from German firms in their IR policy whereas they take over HRM practices they are familiar with from their home countries. This differentiation is justified by strict regulations in IR leaving little room for firm-specific policies, whereas HRM is less regulated and has a strong firm-specific component. Anglo-Saxon firms seem to be a good subject to study as the Anglo-Saxon system of corporate governance differs substantially from the German system (Hofstede 1983). does not only lie in the inclusion of continental-European-owned FoFs, but also in the fact that the German comparison group is more than seven times as large. Furthermore, the IAB data probably comprises more small and medium-sized firms (SME).
We first discuss our hypothesis that FoFs investing in Germany show an especially flexible employment conduct in the following fields: Binding of collective wage negotiations, existence of particular firm-specific benefits, and the involvement in vocational training. Secondly, we analyse the dynamics of the employment with FoFs as opposed to German firms. The flexibility thesis is only partly supported by the evidence produced. In HRM, substantial differences evolve compared with the Schmidt/Sadowski (2001) study.
-FoFs are rather more than less bound to collective wage agreements prevailing in Germany. Only in the lowest and in the upper size groups the degree of binding is lower. German multinationals even adopt collective agreements more often than nationally-oriented German firms. An explanation for this result coinciding with Schmidt/Sadowski (2001) could be that above-average productive firms benefit from taking over collective wage agreements more oriented on average productivity increases.
-In view of high productivity and adoption of collective wage agreements, it could be expected that FoFs offer more special benefits to their employees. However, this assumption is largely rebutted by data. FoFs are the forerunners neither in the prevalence of payment above the agreed wages nor in systems of profit sharing or equity capital participation (tables 8 and 9). Surprisingly, FoFs are only in the lead in terms of company pensions (as opposed to the general old age pension system) -a field one would have least expected. It is important to know that the difference to the Schmidt/Sadowski (2001) study only results to a small extent from more heterogeneity of the FoFs included (more non Anglo-Saxon firms and more SME).
The most obvious differences are between the groups of German-owned firms in the two samples. For example, according to the IAB data for German-owned firms, the spread of profit sharing systems is much wider (27 %) than according to Schmidt/Sadowski (15 %). This could be an effect of a more representative basis of our calculations. Nevertheless, the lead of FoFs and German multinationals over
German national firms corresponds to our expectations.
-FoFs are less involved in vocational training than German firms. This is only to a smaller extent the result of fewer firms engaged in these activities. Rather, the individual firms employ fewer trainees than German firms of a comparable size. Obviously, FoFs rely on training that is more specific to their needs (on-the-job training) rather than on more general vocational training. Between the two groups of German firms (multinationals and nationally oriented) there are no significant differences in vocational training.
-On the other hand, FoFs put much more weight than "purely" German firms on continuous professional development (table 10) . They apparently promote the development of professional skills according to their specific needs rather than in the framework of the general dual training system in Germany. Foreign ownership is a significant factor in explaining the share of employees attending professional development schemes (table A-1) . This is more in line with our expectation of flexible conduct on the labour market. However, this result should not be overinterpreted since the explanation value of the regression is rather low (R 2 =10%).
Interestingly, professional development shows a structural bias. It is much more prevalent in services than in manufacturing and it concerns the skilled workforce much more than the unskilled (table 10) . On the whole, the data presented does not give strong support to the supposition of a particularly flexible employment strategy of FoFs compared to German-owned firms.
CONCLUSIONS
Germany has attracted less FDI than would have been "normal" in view of size, income level, and geographic position in the centre of Europe. At the same time, unemployment has reached an all time high level. Our analysis has shown that more inward FDI would probably not lead to a major improvement of the employment level. In particular, it would hardly help to put more of the less qualified people to work. It could, nonetheless, play an important role in promoting structural change and help create jobs Although hardly any systematic differences in the labour market conduct of FoFs and German firms are obvious, one should not draw the false conclusion that German labour market system and regulation, as it is, is a neutral or even a positive attribute of Germany as a business location. Our analysis could only cover those firms that had actually invested in Germany and overcome any political impediments. We could not include those firms that had made their decision against German locations and invested elsewhere instead for various reasons, including labour market regulation. Transaction costs resulting from administrative and legal regulation can represent substantial impediments for new investors not familiar with practices prevailing in Germany. 
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